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The Role of the CSI

The Office of the Montana State Auditor, 
Commissioner of Securities and 
Insurance (CSI) is a criminal justice 
agency whose primary mission is to 
protect Montana’s consumers through 
insurance and securities regulation.  We 
work hard everyday to educate and assist 
the public about the wide range of issues 
in insurance and securities.  We are 
committed to ensuring  fairness, 
transparency and access in the securities 
and insurance industries.



Gold Diggers: Trust Betrayed



Identifying A Pyramid Scheme

Is there a product?
Pyramid schemes don’t have 

products. A pyramid scheme 

consists of signing people up 

under you to create a pyramid like 

structure. There is no exchange 

of products and services.





Pyramid Scheme vs Multilevel Marketing

Pyramid Scheme: 
You only make money by recruiting 

people.

Multilevel Marketing:
You make money by selling a product or 

service.



Before investing in any sales 
plan or operation that offers 
the opportunity to make 
money from the recruitment 
of new participants, call the 
CSI to see if the company 
has made the required filing.  

Toll-free (800) 332-6148

Pyramid Schemes Protection



What’s A Promissory Note?

• Promissory notes are a written 

promise to pay a specified 

amount to a specific entity at a 

specific time or upon demand, 

with or without interest.  

• Promissory notes are a 

security so individuals issuing 

the notes must ensure the 

transaction complies with 

securities laws.



Promissory Note Scams

• Notes marketed broadly to 

individual investors often turn out 

to be scams

• Legitimate corporate and other 

types of promissory notes are not 

usually sold to the general public. 

• The higher the interest rate – the 

greater the risk.



Promissory Note Protection

• Promissory notes are illiquid and are 
often unsecured without any 
collateral backing the investment.

• The promissory note and the person 
offering the promissory note must be 
registered or exempt from 
registration.

• Call the CSI to make sure the 
investment complies with the law.



Ponzi Scheme

Charles Ponzi



Recent Schemes Affecting Montanans 

Bernard Madoff Richard Reynolds
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Before investing or 

getting involved in any 

program, call the CSI to 

see if the person 

proposing the 

investment is licensed.  

Call (800) 332-6148

Ponzi Protection



Unsuitable Investment

The law requires stockbrokers and 
financial planners to only recommend to 
clients investments that are appropriate 
based on a clients:

 Age

 level of sophistication

 liquidity needs

 risk tolerance

 investment objectives

 other factors known to the broker.



• Clearly articulate your investment objectives

• Ask for and read materials about the investments

• Call the CSI if you have questions

Unsuitable Investment Protection



Exotic Investments



Investigate the investment thoroughly and have a clear 

understanding of the involved risk and reward before you 

invest.  

Exotic Investment Protection



• Churning is excessive trading 

by a broker in a client’s account 

that provides little to no benefit 

to the client while generating 

commissions for the broker.  

• Unauthorized trading is 

trading in a client’s account 

without first obtaining the 

client’s approval for the trade.

Churning and Unauthorized 
Trading





Churning & Unauthorized 
Trading Protection

• Your broker must call you 

before any trade can occur in 

your account

• Open all mail from your broker 

and make sure you approved 

all trades on your statement.  

• Ask your accountant if the 

activity in your brokerage 

account is benefiting you



Natural Resource Scams



• Like traditional 
investments, natural 
resource investments 
can only be offered by 
a registered person.

• Investigate the 
investment opportunity 
and call the CSI.  

Natural Resource Protection



Crowdfunding



Crowdfunding



• Investors need to receive and 
read information about the 
investment opportunity and 
understand the risks associated 
with the investment.  

• Crowdfunding investment 
opportunities are in small 
businesses which have higher 
than normal failure rates.

• Crowdfunding investments 
virtually illiquidity with little to no 
resale opportunity.

Crowdfunding Protection



• Annuities guarantee a fixed or 

variable payment to the 

investor as some future time, 

usually at retirement. 

• Annuities are intended to be 

long term investments that 

have an accumulation phase 

before any distribution is to take 

place and they often have high 

set-up costs and high early 

withdrawal penalties.  

Annuities



• Understand the time commitment, set-up 

costs and early withdrawal penalties.

• Annuities are often sold at publicly 

advertised “free lunch seminars” and are 

touted as estate planning tools or as a way 

to avoid paying taxes.

• Annuities are rarely appropriate for an older 

investor due to their time commitment and 

lack of liquidity.

• Be wary of any recommendation to sell 

early or buy different annuities as this may 

be an effort to generate commissions for 

the broker.

Annuity Fraud Prevention



Private placements, 

also knows as REG D 

offerings, are illiquid 

investment opportunities 

generally made 

available only to high 

net worth investors.

Private Placements – REG D 



• Private placement offerings are not 

reviewed or approved by any 

securities regulatory authority.

• Individuals offering private placements 

oftentimes are not licensed

• If your net worth does not exceed $1 

million, if need access to your money 

in the future, and if you cannot afford 

to lose your entire investment, do not 

invested in a private placement 

offering.

Private Placement Protection






